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As you asked on October 1, 1973, we made a limited review of 

', 
selected asspeck: of the activ<ii~s of the Dcpartwnt of ilousing 
and L'\'tj;ln DevcloT":I-wt (HUD) iksellins acqu-ired single-family 

2 . ""? 

( houses on a nczcr::-vetitivo basis to ii‘:e Genescc 
Dcvel r;p~.e~;t 

County flock1 Cities 
Corp~rat.ioh (T:CDC) in Flint, Rich-igan. The houses were 

sold ut:der tIUDi~: "as is" SS~CS proqrai:,. As part of our reviw, we 
gathclYc; specific c!ata on and inspected two houses that k!ere pur- 
chased by KDC a11d subsequently sold to a private investor. 

As you requested, this report covers matters v/e discussed at 
our briefing 01 J;?:iuary ZC, 1974. Iii addit?on, 
qUeSti 02s kJii5 Gil 

aris;~:ers to specific 
your office provided to us on the? nonconlpetitive 

portion of the 3s is sales program arc presented in the enclosure. 

In March 1973, titlD's Cetroit area office and the HUD servicing 
office in Flint established a pr~!gt-m to dispose of single-fanily 
houses acquired ';hrough insuucd--i;,ortc731!~ defaults by selling them 
in as is condition to the highest bic!c:zr.O Sales to nonprofit 
organizations xere to be mde oh a noncoapztitivo basis. At the 
tinie V.Z conpie'ifd our field work, all houses sold under the program 
had been sold to KCDC, a nonprofit organization. 

Under its policies t-!UD can dispose of -1 Lcquircd properties through 
(1) sale sfter tilz I;ropcrty 'has been ropaiwd to habitable condition, 
(2) sale of an individual pro;:crty as is--without repairs, or (3) 
bulk sale of a nu%cr of properties as is. Also, if circcmtsnces 
warr;:nt, III3 my dwolish a properly and sell the vacant lot, 



. 

L  When nccc!cd repairs are not cconoxically fcssible, rather than 
demo1 isttitw ;.l;c pl*cp:t*fy ;ind offer-in? the vacant lot for sale, the 
property rx.y 1;: offcrcd fcir salt 11s is on 3n "all cash without 
warranty" !:J si s. . 

In detcri.:?ni!:T ::ktiw‘ to repsir, sell as is, or raze an 
acquired [Ji’CJr?Vk!:, ti;:: flir;t scr;cic.inq office contracts with an 
architocfx~~:l , . ep71 TlrPc~i--i r;l;, n-nd pl,lrlning firm to prepare repair 
spccificatiw5 GTl4 C.‘ctclmt.ii nq ttic cc.f,irc:ted cost of repairs. The 
city of Flitit also inr.l:xts the prrl:crty to identify repairs needed 
to meet 10~31 blli?diRri r~quit~e!ccnts. A FllfD servicing office offi- 
cial in Flint told u; th;it the architectural firm is instructed to 
identify and estimate the cost of repairs necessary to put each 
acquired propwty in a "habitable" condition sr-!d at least meet HUD 
minimum propwty star;dards. The official stated that "habitable" 
meant tllat the condition of thz property after repair should be 
better than the average condition of similar properties in the 
same general area. 

HOUSES SOLD TO KCDC 

From April to -October 1373, the Flint servicing office sold 
118 houses to I,Xi!C ior : 44 G,190 uncicr the as is sales program. In 
computing the sales prices, l-!UD dci!icted the architectural firm's 
estirnzte of the cost of repairs and HUD's estirn;itc of certain admin- 
istrative costs, sales coT;4issions, and closiilg costs from its 
estimate of the value o-i the house if it were rcpsired. 

Although HUD used the architcct.ural firm's estimate of the cost 
to repair a house in est~blishin~~ tj;c as is sales price, HUD officials 
told us that :XDC, or purchasers tram fKDC+ wre under no contractual 
obligation t[o do all ti;c ::or% inclurlcd in the c:stimate. Under the 
sales agrecxnt between tXD and PXDC, HCDC was to insure that the 
houses met K!D miniwn property st~r;dl~rJ~ so that they would qualify 
for mortgage insttrcnce if the houses k!ere to be subsequently sold 
under one of tIUD's ixortqarrc insurance programs. 
10 pcrccnt of the HUD s27Cs price \las 

An arwunt equal to 
placed in an escrow account by 

MCDC to guarsntctl sctcqu:\tc repairs and was to be returned to NCDC 
after the hour;cs were repaired and had been inspected by HUD. ,. 

, 

. 

A Flint servicing office official informed us that,if the 
houses were to be sold rrr:der the Vctcrans Administration loan .: . 
guaranty pra~:rxl, the \'~a.~rans Adrninisiration wuld also require 
that the hotrscs :.;cct MD rninirx~m propi:rty r,tandsr ds. tie stated, 
howwer, that, if thu ho[isos ;:crc to be sold with conventional 
financin?, ihny w-yld oniy Iisve to f+wt local building rcQuircrr;ents, 
which are gowr~lly less stringent t/ldn f1UD's minimum propclrty 
standards. 
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HOUSES p;LS::LI, i:Y l:CDC -.__ .--. 

tKDC records sho\:r:d that 110 of the 118 houses it purchased 
were sut,cc:!:rt.lI!tly t*e:c?d as is to other parties and that KDC 
kept the ott;;.i- ', for rr:iiabilitation. Of the 110 houses, 2 k:ere 
sold to privr;ip ir;dfcir';.:zls for usr as their crwn ho:ws, 5 were 
sold to at:ct!ici* rl::ti?rofit corporatioz, and 103 were sold to 10 
investors. The t:‘xt hcuses purch;s cd by any investor was 38. 

S\le gathwcd specific data on two houses purchased by IICDC. 
Presented bclox are the pertinent details on HUD's computation 
of the selling prices of the tr;lo houses. 

Property A Property B 

HUD's estimated fair market 
value as repaired $15,500 

Less: 
. 

Estimated cost to repair 
house (per architectural 
firm specifications) $6,507 

Estimated holding cost (HUD 
administrative) (450 days 
x $4.40) 2,112 

Estimated sales commission 
of 5 percent . - 775 

Estimated closing costs 200 - 

Subtotal 9,594 

Selling price to KCDC a$ 5,910 

'As is sales prices were rounded to nearest $10. 

$15,900 

$9,664 

2,112 

795 

200 

12,771 

a$ 3,130 

tlUD sold these t~ouscs to KC'nC fdr the amounts 
f4CDC added 5x0 to ttx? selling price of each house -. _ 

shown above. 
to cover its 

adninistrativr expenses and resold thw to tQc investor who purchased 
the largest number of houses. -== - 
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At our ~-:~;i~f>st~ a t:iIcI scrvic-irig office official in Flint 
inspcctccl !A;c. I!fa~:.,c::; i:n:i c;t.in:Jtc,i LiiJt the investor had spent 
$2,500 to ';3,Ci::' un czch h:~r;e to cnrrcct local building code 
Violations ;!!iC.i ic! $3 iti t the interior. ant! exterior of the houses. 
This officio! poi;;tcd :I:I~ Ci~at sc‘:;'c of the itc:r:s repaired by the 
investor tic:!1 not txxti I-C ilti it*nrf to f:hc extent wco::;r;cnded by the 
architecttii.21 fir:n. He id?ntificd tilt? folfo;:ing items, listed 
in the arch5?-t:ctural f.iw's repair sr;ecifications, v;hich had not 

repa-ircri by the investor bcfcrc' resale of the houses. 

Propcrtv A Estimated costs - --- 

Replace concrete bulks and drive $ 139.91 
Remove antenna 19.79 
Patch holes in r-oof 11.87 . 
Remove ~:a11 mil I: box 79.19 
Replace forced-air gas furnace 561.00 
Rev/ire all circuits 858.00 
Replace various lighting fixtures 100.00 

Total $1,769.76 

Property B Estimated costs 

Replace concrete ~~171;s and- drive - 
Replace public concrete ualk and drive 
Replace garage door 
Replace asphalt shit!glc roof 
Replacn gc;blc vents 
Rcplacc concrete step 
Replace quttclr c7nd dwnspouts 
Replaw rcsilicnt ffooring 
Replim COLIII t,zr top 
Replace bathtub , 
Rcplclce 1 ~~!vz,ixy/ 
Rrplacc (!as furn<ce . 
Rewire all circcriit -- . 
Replace lighting fixture -AZ . 

$ 551.19 
819.00 
292.50 
748.79 

46.80 
20.80 

200.03 
65.06 
81.89 

158.60 : . 
49.40 

552.50 i . ' I 
845.00 

16.25 

Total . $4,447X1 --.- --- 

: 
- 1 -4- 4‘ 
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In Oct9txr 1373, ih~:sc ~CLISC!S ~;ere sold under the Veterans 
Adrr:inisf.r~1,ii~II !o:!I* 7usr,!nt) ~ro~rx:~ for SlG,ODO (property A) and 
$15,c;co (I‘! *-',,-.!.';'I, I >. ;\ i'c t ";L't111s i\:!z:inistration .Tee appraiser 
it1spccti.d ! !*:I fIC!b“.". bci'st'c sale ar;.cl vtilued them at these amounts. 
The irl!Jr~r.t9,' b .'r-.:it;,:! a salcz ccmmission of 7 percent on the sales 
price ok each i~ou~:~, or Y,l ,i20 and $'I ,713, respectively. 

KCDC anil tll!D tl;:d I& inspected the houses as required by the 
terms of tlioits CSC.~ o*;! aqreonxnt. Ho:.:ever, the houses hdd been 
inspected cinrl apprcved bv a i'lint housing inspector as having met 
1 ocal buiicling code requlircments. 

At the time oe comulcted our field work the escrow funds had 
not bxn returncd to XDC. A Flint servicing office official told 
us later that the funds had been returned. " 

In f\love:;;ber 1973, after we initially inquired i nto this pro- 
gram at your request, H'JD area officials advisr-d us that the Detroit 
area off'ice had tcrni?nstc!d as is sales to nonprofit corporations on 
a ntlnco7petitivc basis. The program xas tcrmin:ted in November 
because, according to MD officials, the Flint offic e's administra- 
tive controls c:'cr the pronram were lai, as shcxn by the lack of 
ND inspections. These officials added that they questioned the 
practl'cc of selling ilouses to HCDC on a noncompetitive basis and * 
allowing I<CDC to resell the hotlses to investors, thus permitting 
the -iwrGtot-s to !>ypass the normal competitive system. They 
informed us that they plal~rred to continue offering acquired prop- 
erties for sale as is to profit and nonprofit organizations on a 
competitive basis. 

As you requested, ',JC did not qive HUD or other involved parties 
an opportunity to formally conTent‘on the matters disc,:sscd in this 
report. We have, hob!ever, discussed information inclukd in this 
report with thcs e officials and included their comments as appropriate. 

' G!e plan tu make no further distribution of this report unless 
y6U agree.or publicly anncunee its contents. 

'Sin&rely yours, 
I 

[~PutY'Comptroller GcnetIal 
of the United States 

Enclosure 



ENCLOSURE 

Only tinrjsr: il~:',l.l ii-c-d prnpcrtirs that HUD determined were not 
econcci c ,- 'i 1:; f'~.. si5lc '0 wp;!.ir-- generally these located in 
inner-ci ';y nrti g:.:boi itwxll;-- wcrc selected for the as is sales 
program. 

2. What inspt'-ction is conducted to determine the expected cost 
of rchab~lit;ltlr,ft--if Jny? 

An architectural firm prepared the repair specifications which 
included the cstirr:.sted cost 0-F w:~~-irs. The firm's erriployees, 
accompr~rlied by city of Flint howing ir?spcctors, r~ade physical 
inspcctic;l: of the houses. Also, tll!D inspcctcd selected houses 
to vcri-:y the v;jluc estsblishcd by WJD appraisers. 

The staff of the nonprofit Gcw;ee County Korlel Cities Develop- 
ment Cor;craticn (rXPC) , which ~2s the only purchaser OF as is 
properties in Flint, sTated 'ih~t I-XX had revic:':ed eclch house 
offcrcd ior ssle to dctc-r;nine if it wanted to purchase the * 
house for rehahilit;ticn. 

. 

3. Who makes~ ttre above inspections, and who makes a final inspcc- 
tion to grznt title? 

HUD and PXDC are supposed to inspect houses aftor rehabilitation, 
hut these inspections do not a-;lf~ct passage of title. The two 
houses we reviewed hzd not been inspected. tiUD officials advised 
us that ac!:yinistrativc controis in the Flint office were lax, as 
shown by the lack of inspactions. 

The city of Flint inspects house s on which ownership is being , 
transfcrrcd. The city is';ucs a Crrtificate of Conpliance and 
Occupilncy if builclin? cod:! violations arc riot found. If viola- 
tions ire found a cci*L'ificatc is not issued until they have 
been corrected. 

I 

4. Khat codes (local housinq codes) are enforced? :+;' - 

As we said in our zn:wr to question 3, the city of Flint is 
rcsponsihlc for cnfwzing local housing_ codes. The city had 
an inzjli.itioti repot-t for only one of the tr!o houses \:I! rcvicwed; 
hob:evcr, ';ne record: at the ti!iD :cr*vicing office in Flint showd 
that th:b city Ir*:!;",r f, (! l:l,,:h. ill.T:r;cr;. in :!ovr.-#her i 572. City 
rty,3;-fj*: I!:,.' pqy if, : I. <f: JIM*: r, ! Iq.;il!j r)n ~:;t~c! 70'0 s~iot>tions. 
The! irt'::::tor, i;l‘;,;i:v;:r,. ~L~~,~.incri Certificates of Cu;ilvliancc and 
Occupancy ior these trio hout,eI;. 

. 
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5. What wethod of selection is used in selecting procpcctive ' 
- . , I . owtlers? 

HO~SCJS arc offcwd for s?lc to the general public through 
new5paf;2r5 2nd biihw publications. 

6. Is th<rc :n;; rcrl:lir4 time period which an owner must possess 
and/or occ!:;:j' tiip property? 

There is no rcquircd time period. 

7. Are there any prwisions which arc or should be in effect to 
guard a~i:inst sF"culation on the properties (buying as is 
and scllir;~ after a cosmetic repair job for a hefty profit 
to an unsu;pccting buyer)? 

For properti es sold, HUD required an escrow deposit, to guar- 
antee ar!ec;uate repairs, equal to 10 percent of the as is sales 
price. In addition, inspections by HLJL~, k:CDC, and the city of 
Flint, after rchzlilitation, *+cr-c to c-ive the purclxscr some 
measure of protection. rlonc of these provisions, however, 
would preclude speculation on irs is propci*ties. Al so, neither 
of the tk:o propct%ic s we reviewed had been inspected by HUD or 
MCDC after r~h~l~ilitation. The city of Flint, however, made 
inspections to irisure ccs?plizr:cc \;ith the local building code, 
and the Veterans Adxinistration appraised both pro\!ertics 
before approving them under'its loan guaranty program. 

8. What role can nonprofit groups play? Are any groups or individ- 
uals given preferential treatkent? 

Nonprofit groups can help flUp dispose of its large inventory 
of acquired properties by purchasing as is properties and 
rehabiiitating them for resale at rcastinable prices. 

During the period April to October 1973, the Flint servicing 
office sold 118 single-fazily houses to fiCDC in as is condition. 
MCDC resold 110 of these houscbs as is to 10 investors (103 
houses), 2 private iridividual~s '(2 housx), and 1 other nonprofit 
corporation (5 houccs). Considering f;h2 various parties who 
had pu~hxxi thu houf,cs, it did not appear that any individual 
or group wss given preferential treatment. 

. \ 




